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In the unconventional natural gas area, the NGPA deregulated the
price of certain categories of unconventional gas. In addition,
the Administration supports a $.50/mcf tax credit, which is the
equivalent of about a $6/bbl pre-tax price subsidy for unconventional
gas production.

Finally, the Department funds R&D for unconventional natural gas,
including $77 million in 1979 and $71 million in 1980. Activities
Include resource appraisal, technology development, and demonstra-
tion facilities. For geopressured methane, the effort also Includes
well drilling to establish the resource potential and to solve
technical and environmental problems.

B.  POLICIES WHICH COULD BE PURSUED BY THE GOVERNMENT

Four basic policy directions are consistent with the objectives
described above, but are not part of current policy.

Review of the wellhead pricing provisions of the Natural
Gas Policy Act in light of the recent dramatic world oil
price increases

Reform natural gas pipeline rate structures to reflect
replacement costs

Introduce market-like mechanisms (explained below) in the
final consumption sectors to allocate natural gas during
shortages

Encourage retail rate structures which promote conservation,
especially 1n the residential and commercial sectors.

Market-like mechanisms are mechanisms which use market signals, namely
price, to allocate gas to lower-priority users.

IV. ANALYSIS

A.     CURRENT POLICY

1,    Effects of the Pricing Provisions of the NGPA

Recent increases  In world oil prices create a paradox for pursuing
the aims of the Natural  Gas Policy Act.    On the one hand, higher
oil  prices make the decontrol  of natural  gas prices even more
critical  to achieving national  energy objectives.    On the other
hand,  higher prices complicate the problem of creating an orderly
transition to decontrol.    Greater effort may be required to avoid
market imbalances  in the decontrol  period and to ensure that the
benefits of the price controlled volumes of gas go to the resi-
dential   and commercial  customers.    Finally, higher oil  prices

B-5n system because it will cost less than imported
